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CSRS-FERS OPEN SEASON—WHAT ARE THE
MERITS?

WEDNESDAY, NOVEMBER 5, 1997

HoUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON THE CIVIL SERVICE,
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT,
Washington, DC.

The subcommittee met, pursuant to notice, at 10 a.m., in room
2154, Rayburn House Office Building, Hon. John L. Mica (chair-
man of the subcommittee) presiding.

. P(liesent: Representatives Mica, i’[orella, Norton, Cummings and
ord.

Staff present: George Nesterczuk, staff director; Caroline Fiel,
clerk; Ned Lynch, senior research director; Cedric Hendricks, mi-
nority counsel; and Ellen Rayner, minority chief clerk.

Mr. MicAa. Good morning. I would like to call the meeting of the
House Civil Service Subcommittee to order. We do have other
Members joining us. There is a conference just concluding, and sev-
eral other meetings, but I want to go ahead and proceed with this
hearing.

The hearing today is on the subject of CSRS-FERS open season,
and lookiniat the recent action of the administration, the potential
impact of that proposal.

The other Members, I believe, will be joining us shortly, so I will
go ahead and start my opening statement. It is a little bit lengthy,
and then we will get into our first panel. With the permission of
the ranking member, we will proceed.

On October 16th, President Clinton exercised the line-item veto
on section 642 of the Appropriations Act for the Department of
Treasury, the Postal Service, and other Government agencies for
fiscal year 1998. This $2.1 billion action has been the largest
amount vetoed to date under this new Presidential authority
known as the line-item veto. I do not believe, however, that this ac-
tion was well thought out.

Section 642 would have allowed Federal employees who are still
covered by the Civil Service Retirement System, the old system
that terminated in the mid-1980’s, to switch into the newer Federal
Employees Retirement System, which we all refer to as FERS.

e President’s line-item veto messa%f commented that the pro-
vision had been introduced during the House-Senate conference on
the bill, and therefore, had not been subject to adequate hearings
and debates. Today, we take the first important step in addressing
objections raised by the President and his administration. I am
concerned that this veto might have been a short-term financial
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grandstand that will only worsen a pending potential long-term fi-
nancial disaster.

An open season to allow Federal employees to switch into FERS
is an idea that I believe deserves very serious deliberation. When
the new retirement system was created, as I said, back in the mid-
1980’s, Federal employees under the older system were provided
with only one opportunity to consider how the new system might
affect their retirement options. Although the Congressional Budget
Office expected as many as 40 percent of the Federal employees to
switch into the new system, in fact, only 86,000 people took that
action. This amounted to only 4 percent of the eligible employees,
one-tenth of CBO’s projection.

In light of this low rate of switches, bills were introduced in sub-
sequent Congresses to authorize another open season, but in fact,
they were never enacted. We now have approximately 1.2 million
Federal and Postal employees who remain in the old system, and
many of them will soon be eligible to retire. With a $541 billion un-
funded liability in the old Civil Service Retirement System and the
general Treasury facing future financial shortfalls, annual short-
falls in excess of $100 billion, and the bar chart shows the scale
in which those shortfalls are projected. Those figures were provided
by OPM and confirmed by others who have looked at this situation
in which we are facing some dramatic shortfalls. I believe that we
should be exploring every viable option to reduce this long-term
burden, which ultimately falls on the American taxpayer.

To make matters worse, the Federal Retirement and Disability
Trust Fund, which should contain $375 billion to pay retirement
benefits, has no hard cash. Instead, it has turned into a mere book-
keeping entry recorded in nonmarketable certificates of the U.S.’s
indebtedness.

This year, the general Treasury and taxpayers paid $30 billion
to make up for the borrowed and missing funds to pay Federal re-
tirement benefits. Unfortunately, this situation only gets more dis-
mal as this OPM chart of future shortfalls clearly shows.

In fact, meeting our Federal employees’ retirement benefit pay-
ments now ranks fourth on the list of entitlement programs, right
after Social Security, Medicare, and Medicaid. It is becoming one
of our growing general Treasury financial requirements.

Ten years ago, when the previous open season was conducted,
Federal employees did not have the benefit of hindsight. There was
not the opportunity to review 10 years of performance of our thrift
savings plan investments. Ten years ago, Federal employees had
not experienced 5 years of workforce reductions, and the benefits
‘associated with a more portable retirement system had less mean-
ing. Also, 10 years ago, Presidential proposals to reduce civil serv-
ice COLAs were not a recurrent theme, such as we have today.

The President’s message explaining his item veto of the CSRS to
FERS open season highlighted several substantial differences be-
tween the Office of Management and Budget’s cost estimate and
the cost estimates supplied by the Congressional Budget Office.
These conflicting estimates are based upon different expectations
in levels of participation, and they deserve public scrutiny before
we make a decision about the merits of any proposal.
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Even if these cost calculations agreed, however, neither OMB nor
CBO paid any attention to the long-term savings that might be
achieved by reducing the future liabilities of the Civil Service Re-
tirement System, and also examining what pressures we have
taken off the obligations created by the old CSRS system. We need
to think seriously beyond the 5- or 10-year projections that pro-
vided the basis for the President’s actions.

Issues other than money also deserve attention when we address
the merits of this proposal. The President questioned whether the
o¥en season might have worked against some of the workforce
planning initiatives advanced under the Federal Workforce Re-
structuring Act and the National Performance Review. Large pri-
vate employers rely on a 10 percent annual turnover as typical for
workplace planning purposes. Federal agencies, even with costly
separation incentives, rarely experience, at least in the data we
have come across, more than a 6 percent annual turnover. If the
administration intends to continue efforts to restructure the work-
force, any measure that provides incentives to reduce rather than
enhance turnover deserves our careful scrutiny.

Finally, there are serious concerns about the Office of Personnel
Management’s ability to administer another transition between re-
tirement systems. The subcommittee held a hearing to examine the
impact on Federal employees placed in the wrong retirement sys-
tem during the last transition. We have made a firm commitment
to see that these mistakes are rectified. We want to be certain that
OPM’s efforts in correcting past errors are not diverted by the need
to administer another open season without adequate preparation
and resources.

Our current Federal retirement system is burdened with mis-
takes from the past. Congress has an obligation to correct these er-
rors, groperly fund out retirement trust funds, and reduce the long-
term burden on taxpayers. It is my hope that this hearing can shed
light on the wisdom or folly of closing the door to long-term Federal
employees who have been left in a bankrupt, costly, and outdated
retirement system. I picked the term bankrupt, because in fact we
have no hard assets in this fund. The only reason this continues
in the fashion it does is that we dip into the taxpayers’ general
Treasury every year.

Those are some of the issues before us today. I think this is an
important hearing and an important subject, because it has a tre-
mendous fiscal impact for the future obligations on this country’s
taxpayers, and we have an obligation to see that we meet our pen-
sion obligations to these Federal employees, while we look for ways
to lessen the burden that Mr. Cummings and I have inherited.

So with those opening comments, I would like to welcome our
ranking member and recognize him for an opening statement.

[The prepared statement of Hon. John L. Mica follows:]
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Opening Remarks of the Honorable John L. Mica
Chsirman, Civil Service Subcommittee
Hearing on CSRS-FERS Open Season
November §, 1997

On October 16, President Clinton exercised the item veto on Section 642 of the
Appropriations Act for the Department of Treasury, the Postal Service, and other Government
Agencies for Fiscal Year 1998. This $2.1 billion action has been the largest amount vetoed to
date under this new presidential authority. I do not believe that this action was well thought out.

Section 642 would have allowed federal employees who are still covered by the Civil
Service Retirement System to switch into the newer Federal Employees Retirement System. The
President’s item veto message commented that the provision had been introduced during the
House-Senate Coaference on the bill, and therefore had not been the subject of adequate hearings
and debates. Today, we take the first important step in addressing objections raised by the
President and his Administration. I am concerned that this veto might have been a short-term
financial grandstand that will only worsen a pending long-term fi ial disaster.

An open season to allow federal employees to switch into FERS is an idea that deserves
serious deliberation. When the new retirement system was created, federal employees under the
older system were provided only one opportunity to consider how the new system might affect
their retirement options. Although the Congressional Budget Office expected as many as 40

of federal employees to switch into the new system, only 86,000 people did. This

dto only 4 p of the eligible employees — one-tenth of CBO's projection.

In light of this low rate of switches, bills were introduced in subsequent Congresses to
authorize another open season, but they were never enacted. We now have about 1.2 million
federal and postal employees who remain in the old system, and many of them will soon be
cligible to retire. With a $541 billion unfunded liability in the old Civil Service Retirement
System and the general Treasury facing future annual shortfalls in excess of $100 billion, we
must be exploring every viable option to reducc the long-term burden on taxpayers. To make
matters worse, the federal retirement and disability fund -- which should contain $375 billion to
pay retirement benefits — has no cash. Instead, it is a mere bookkeeping entry recorded in
nonmarketable certificates of U.S. indebtedness.

This year the general Treasury and taxpayers paid $30 billion to make up for the
borrowed and missing funds to pay federal retirement benefits. Uafortunately, this situation only
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gets more dismal as this OPM chart of future shortfall data shows. In fact, meeting our federal
employees’ retirement benefit payments now ranks fourth on the list of entitlement programs,
right after Social Security, Medicare, and Medicaid.

Ten years ago, when the previous open season was conducted, federal employees did not
have the benefit of hindsight. There was not the opportunity to review ten years' performance of
Thrift Savings Plan investments. Ten years ago, federal employees had not experienced five
years of workforce reductions, and the benefits associated with a more portable retirement
system had less meaning. And, ten years ago, presidential proposals to reduce civil service
retirement COLAs were not a recurrent theme.

The President’s message explaining his item veto of the CSRS to FERS open season
highlighted several substantial differences between the Office of Management and Budget's cost
estimate and the cost estimates supplied by the Congressional Budget Office. These conflicting
estimates are based upon different expectations in the levels of participation, and they deserve
public scrutiny before we make a decision about the merits of the proposal.

Even if these cost calculations agreed, however, neither OMB nor CBO paid any
attention to the long term savings that might be achieved by reducing the future liabilities of the
Civil Service Retirement System. We need to think seriously beyond the five-year or ten-year
projections that provided the basis for the President’s decision.

Issues other than money also deserve attention when we assess the merits of this
proposal. The President questioned whether the open season might have worked against some of
the workforce planning initiatives advanced under the Federal Workforce Restructuring Act and
the National Performance Review. Large private employers rely on ten percent annual turnover
as typical for workforce planning purposes. Federal agencies, even with costly separation
incentives, rarely experience more than six percent turnover. If the Administration intends to
continue efforts to restructure the workforce, any measure that provides incentives to reduce
rather than enhance turnover deserves carcful scrutiny.

Finally, there are serious concerns about the Office of Personnel Management'’s ability to
administer another transition between retirement systems. The Subcommittee held a hearing to
examine the impact on federal employees placed in the wrong retirement system during the last
transition. We have made a firm commitment to see that these mistakes are rectified. We want
to be certain that OPM’s efforts in cotrecting past errors are not diverted by the need to
administer another open season without adequate preparation.

Our current federal retirement system is burdened with mistakes from the past. Congress
has an obligation to correct these esrors, properly fund out retirement trust funds, and reduce the
Jong-term burden on taxpayers. It is my hope that this hearing can shed light on the wisdom or
folly of closing the door 1o long-term federal employees who have been left in a bankrupt, costly,
and outdated retirement program.
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Mr. CUMMINGS. Thank you very much, Mr. Chairman.

Mr. Chairman, today’s hearing examining Senator Ted Stevens’
proposal to conduct an open season for Federal employees to switch
to the Federal Employees Retirement System is an important one,
because it will help to inform our workforce about the merits of
such an undertaking.

When the news broke that such a provision had been attached
to the Treasury-Postal appropriations bill, a wave of euphoria
spread throughout the Government. Many initially believed this
was a sure path to significantly enhanced retirement benefits. This
view was fueled in large part by the record breaking returns on
Thrift Savings Plan investments in the stock market. As the press
began providing some analysis of the proposal, it was revealed that
not everyone in the old Civil Service Retirement System would ben-
efit from a switch to FERS.

When the President subsequently used his line-item veto author-
ity to cancel the open season provision, there was a wave of dis-
appointment, a feeling that a great opportunity had been lost. The
National Treasury Employees Union challenged the President’s ac-
tion by filing a Federal lawsuit. The President stated in his veto
message that he took this action because “this hastily conceived
undebated provision” will cost agencies $854 million over 5 years.
The union contended in its suit, however, that the President ex-
ceeded his authority under the line-item veto act by canceling the
open season provision and that the act itself was unconstitutional.

The cost issue raised by the President is an important one be-
cause Federal agencies would have to absorb it within their avail-
able appropriations. No new money is provided to fund this initia-
tive.

The witnesses we will hear from today all have different views
on the potential magnitude of the resulting costs and how it could
impact agency operations. One possible and unfortunate outcome
could be budget-driven reductions in force that would put the jobs
of all employees at risk. This would be a terrible outcome of an ini-
tiative designed to only benefit a small segment of employees.

Today, this subcommittee will seek to determine what the unin-
tended consequences of a FERS open season might be. We will also
seek to clearly establish who would win and who would lose should
an open season ever be implemented.

Mr. Chairman, I look forward to the testimony of all of our wit-
nesses, and I thank them in advance for being here. I also thank
you for convening this very, very important and timely hearing.

Mr. Mica. I thank the gentleman.

[The prepared statement of Hon. Elijah E. Cummings follows:]



OPENING STATEMENT OF THE HONORABLE ELIJAH CUMMINGS
BEFORE THE SUBCOMMITTEE ON CIVIL SERVICE
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November §, 1997

Mr. Chairman, today’s hearing examining Senator Ted Stevens’
proposal to conduct an open season for federal employees to switch to the
Federal Employees Retirement System (FERS) is an important one
because it will help to inform our workforce about the merits of such an
undertaking. When the news broke that such a provision had been
attached to the Treasury Postal Appropriations bill, a wave of euphoria
spread throughout the government. Many initially believed this was a
sure path to significantly enhanced retirement benefits. This view was
fueled in large part by the record breaking returns on Thrift Savings Plan
investments in the stock market. As the press began providing some
analysis of the proposal, it was revealed that not everyone in the old Civil
Service Retirement System (CSRS) would benefit from a switch to

FERS.

When the President subsequently used his line item veto authority to



cancel the open season provision, there was a wave of disappointment --
a feeling that a great opportunity had been lost. The National Treasury
Employees Union challenged the President’s action by filing a federal law
suit. The President stated in his veto message that he took this action
because “this hastily-conceived undebated provision” would cost agencies
$854 million over five years. The union contended in its suit, however,
that the President exceeded his authority under the Line Item Veto Act by
cancelling the open season provision and that the Act itself was

unconstitutional.

The cost issue raised by the President is an important one because
Federal agencies would have to absorb it within their available
appropriations. No new money is provided to fund this initiative. The
witnesses we will hear from today all have different views on the
potential magnitude of the resulting cost and how it could impact agency
operations. One possible and unfortunate outcome could be budget

driven reductions-in-force that would put the jobs of all employees at risk.
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This would be a terrible outcome of an initiative designed to only benefit

a small segment of employees.

Today, this subcommittee will seek to determine what the
unintended consequences of a FERS open season might be. We will also
seek to clearly establish who would win and who would loose should an

open season ever be implemented.

Mr. Chairman, I look forward to the testimony of all of our
witnesses. [ also thank you for convening this very important and timely

hearing.
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Mr. Mica. I would like to recognize the gentlewoman from Mary-
land for an opening statement.

Mrs. MORELLA. Thank you, Mr. Chairman. Thanks for holding
today’s hearing on the CSRS-FERS open season.

I was most disappointed that President Clinton used the line-
item veto to negate this provision of the Treasury-Postal appropria-
tions fiscal year 1998 conference report. Although this provision
would in no way have made up for the cuts drawn by Federal em-
ployees and retirees in the budget, it would have helped a segment
of our Federal employees.

I have serious questions about the President’s cost estimate of
over $2 billion. CBO’s cost estimate differed greatly, and I look for-
ward to hearing from today’s witnesses to better understand this
discrepancy.

Effective December 31, 1983, the Civil Service Retirement Sys-
tem was closed to new Federal employees and replaced by the Fed-
eral Employees Retirement System created by Congress in 1986. As
we all know, CSRS and FERS differ greatly. Employees under the
CSRS accrue benefits as a percentage of their salary, and their an-
nuities are calculated based on the average of the highest 3 years’
earnings. FERS, on the other hand, combines Social Security cov-
erage, a defined benefit, which accrues at approximately half of the
CSRS rate, and the Thrift Savings Plan.

There was an open season in 1987 during which CSRS employees
had the opportunity to convert into FERS. Only about 4.1 percent
of those eligible shifted, a number far below the 40 percent that
CBO had projected. I understand the employees’ reluctance to
switch at tﬁat time. The TSP was a new plan. The stock market
was fluctuating and the TSP was not anticipated to increase at the
rate it has over the last 10 years. Now that we have the wisdom
of hindsight and a better understanding of FERS, I understand
why so many employees would want to switch. In addition, depend-
ing on an individual employee’s situation, switching to FERS could
exempt Federal employees from the public pension offset provisions
of the law.

Many questions remain, and although I disagreed with the Presi-
dent’s action, he was right on one thing, no legislative hearings had
been conducted. So I am glad, Mr. Chairman, that we have the op-
portunity today to hear from experts on this issue.

I thank you and yield back the balance of my time.

Mr. Mica. I thank the gentlewoman.

[The prepared statement of Hon. Constance A. Morella follows:]
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The Honorable Constance A. Morella
Subcommittee on Civil Service
CSRS-FERS Open Season — What Are the Merits?
November 5, 1997

Mr. Chairman, I want to thank you for holding today’s hearing on
the CSRS-FERS Open Season. I was angry that President Clinton used
the line-item veto to negate this provision of the Treasury-Postal
Appropriations FY 1998 Conference Report. Although this provision
would have in no way made up for the cuts borne by federal employees

and retirees in the budget, it would have helped a segment of our

federal employees.

I have serious questions about the President’s cost estimate of
over $2 billion. CBO’s cost estimate differed greatly, and I look
forward to hearing from today’s witnesses to better understand this

discrepancy.

Effective December 31, 1983, the Civil Service Retirement
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System was closed to new federal employees and replaced by the
Federal Employees Retirement System, created by Congress in 1986.
As we all know, CSRS and FERS differ greatly. Employees under the
CSRS accrue benefits as a percentage of their salary, and their
annuities are calculated based on the average of the highest three years’
earnings. FERS, on the other hand, combines Social Security
coverage, a “defined benefit” which accrues at approximately half of

the CSRS rate, and the Thrift Savings Plan.

There was an open season in 1987, during which CSRS
employees had the opportunity to convert into FERS. Only about
4.1% of those eligible shifted -- a number far below the 40% that CBO
had projected. I understand employees’ reluctance to switch at that
time. The TSP was a new plan, the stock market was fluctuating, and
the TSP was not anticipated to increase at the rate it has over the last
ten years. Now that we have the wisdom of hindsight, and a better

understanding of FERS, 1 understand why so many employees would
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want to switch. In addition, depending on an individual employee’s
situation, switching to FERS could exempt federal employees from the

Public Pension Offset provisions of the law.

Many questions remain. Although I disagreed with the
President’s action, he was right about one thing -- no legislative
hearings had been conducted, and I am glad we have the opportunity

today to hear from experts on this issue.
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Mr. MicA. We will proceed now with our first and only panel. We
have witnesses today, William E. Flynn, also known affectionately
as Ed Flynn, Associate Director of the Retirement and Insurance
Service of the Office of Personnel and Management. We have Mi-
chael Brostek, Associate Director of the Federal Workforce and
Management Issues for the General Accounting Office; and Mr.
Paul Van de Water, Assistant Director for Budget Analysis Divi-
sion of the Congressional Budget Office.

Before we swear you gentlemen in, we have been joined by Mr.
Ford. Mr. Ford, did you have any opening comments or remarks?

Mr. ForD. Thank you, Mr. Chairman. Not really. I really am in-
terested in hearing from the panelists, and I thank you, and cer-
tainly to my leader on my side of the aisle. Many Members have
expressed discontent with the President’s decision to line-item veto
the FERS open season provision, but I think his actions perhaps
were appropriate. It wilFforce us to deal with this issue in a seri-
ous way; a way in which we normally deal with issues in this Con-
gress. So I look forward to hearing from the panelists. Thank you
again, Mr. Chairman.

[The prepared statement of Hon. Harold E. Ford, Jr., follows:]
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Thank you Mr. Chairman and my ranking member Mr. Cummings. Today’s hearing will provide
this Sub ittee with a valuable opportunity to consider the nature and extent of the costs
associated with conducting a FERS Open Season in 1998.

Although many bers have exp d disco with the President’s decision to line-item
veto the FERS Open Season provision from the 1998 Treasury & General Government
Appropriations Act, his actions do allow us the opportunity to study this issue more closely and
answer, among other things, the following questions:

be

. ‘What would the cost to agencies of bolding a FERS Open Season?

. Would a discrete class of federal employees benefit from an Open Season more than the
gencral federal workforce?

. Beyond i d costs, what possible dangers, if any, arise from conducting a FERS
Open Season in 1998.

I look forward to hearing the witnesses testimony and answers to these and other questions.
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Mr. MicA. Thank you. As our new witness may not be aware, we
are an investigation and oversight panel of Congress, and we swear
in all of our witnesses. So if you would please stand and raise your
right hands.

[Witnesses sworn.]

Mr. Mica. Our witnesses answered in the affirmative. So far we
are batting 1,000.

We will hear first from Ed Flynn. It is good to see you. I wasn’t
going to bring up the fact that we passed the life insurance reform
bill yesterday, even though your offerings, however humble to our
subcommittee, were a bit tardy. But we are pleased nonetheless to

see you back and work with you. You are recognized on this issue.
Thank you.

STATEMENT OF WILLIAM E. (ED) FLYNN, ASSOCIATE DIREC-
TOR, RETIREMENT AND INSURANCE SERVICE, OFFICE OF
PERSONNEL MANAGEMENT

Mr. FLYNN. Thank you, Mr. Chairman. Good morning to you and
all the members of the subcommittee.

I am pleased to be able to be here today to discuss the effects
of the Federal Employees Retirement System open enrollment pe-
riod and the effects it might have on a variety of Federal human
resource management issues. As you know, the recently canceled
Federal Employees Retirement System Open Enrollment Act of
1997 would have allowed employees in the Civil Service Retirement
System, including those in the Civil Service Retirement System
Offset Plan, a second opportunity to elect coverage under the Fed-
eral Employees Retirement System.

Now, in order to appreciate the effects of an open enrollment pe-
riod, it is first necessary to estimate the number of employees who
would switch retirement systems. While no one can know for sure
how many of the 1.2 million eligible employees might decide to do
so, the administration has assumed that approximately 5 percent
of the eligible population would switch, amounting to about 60,000
employees.

Some concern has been expressed about the effect of an open en-
rollment period on the Government’s workforce shaping efforts.
Among those who do switch, some employees would clearly possess
eligibility to retire at the time of the switch. These employees
would likely delay their separation for at least 5 years, effectively
removing them from the pool of employees who might otherwise
separate voluntarily.

Numbers of this size would not likely materially affect the Gov-
ernment’s overall ability to reshape the Federal workforce in ways
that are appropriate to the Government’s mission. Nonetheless, in
certain situations, the result could easily be problematic. Employ-
ees’ perceptions regarding possible benefit changes can have power-
ful effects on retirement decisions. Some employees who plan to
leave under current buyout programs available in some agencies
may have changed their minds when this legislation passed. The
emergence of this issue may have detrimental impacts on the effect
of agency buyout and early retirement programs now under way as
well as those which may occur over the next several years.
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We would generally not anticipate that an open enrollment pe-
riod would have any significant impact on skills mixes within Fed-
eral agencies overall, nor would we anticipate any intolerable con-
sequen~es on Federal managers’ abilities to address the broad spec-
trum of human resource needs and requirements. However, some
agencies’ unique workforce demographics would certainly pose spe-
cial challenges.

In terms of the long-term actuarial effect of an open season on
the retirement fund, we estimate that transfers would reduce the
unfunded liability of the Civil Service Retirement System by less
than $2 billion. However, when the Thrift Savings Plan and Social
Security benefit costs under the Federal Employees Retirement
System are included, the total cost to Government is higher under
the Federal Employees Retirement System in both the short and
the long term. Taking into account the reduction in the retirement
fund liabilities, our estimate is that open season elections would re-
sult in net long-term costs to the Government of about $1 billion.

In our opinion, a Federal Employees Retirement System open
season would not have a substantial effect on the range of benefits
available to Federal employees who switch. However, the relation-
ship between the Civil Service Retirement System, the Federal Em-
ployees Retirement System, and Social Security benefit structures
will affect individuals differently based on their individual cir-
cumstances.

For example, employees may avoid the public pension offset if
they have at least 5 years of service under the Federal Employees
Retirement System. Employees who believe they will be affected by
the public pension offset may find the Federal Employees Retire-
ment System more attractive if they plan to work at least 5 years
under that system.

Another area of concern to employees is the Social Security wind-
fall elimination provision which applies to employees who receive
a retirement benefit based on service excluded from Social Security
coverage and who also qualify for a Social Security benefit. In this
area, a Civil Service Retirement System employee with Social Secu-
rity eligibility based on non-Federal service may be able to reduce
or avoid the effect of the windfall elimination provision by electing
the Federal Employees Retirement System.

If an open enrollment period were enacted, the Office of Person-
nel Management would undertake an implementation effort in con-
junction with employing agencies similar to that undertaken in
1987. Our transfer handbook is up-to-date. We would produce a
new video and a new version of the computer disk enabling employ-
ees to make individualized estimates of their benefits under both
the old and new systems, including Thrift Savings Plan and Social
Security benefit estimates. We would also expect to develop appro-
priate material for use over the Internet.

As the subcommittee knows, retirement coverage errors that oc-
curred during the period 1984 through 1986 sometimes went unde-
tected during the 1987 open enrollment period, and we have pro-
posed a method for remedying those and other retirement coverage
errors. We would do our utmost during this period, should it be en-
acted, to provide outreach and information to minimize such errors
during any future open enrollment period.
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Finally, I believe it bears repeating, that an individual’s decision
depends not only on a financial evaluation of the situation, but on
the person’s global outlook about his or her future, including cir-
cumstances such as the evolution of family needs and lifestyle ex-
pectations. Our aim would be to ensure that every employee is
given full information about the retirement systems and plenty of
time to make a considered judgment.

That concludes my brief statement, Mr. Chairman. I would be
happy to answer any questions you or other members of the sub-
committee have.

Mr. Mica. Thank you, Mr. Flynn.

[The prepared statement of Mr. Flynn follows:]
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NT OF
WILLIAM-ET FLYN SOCIATE DIRECTOR
R NT AND INSURANCE
OFFICE OF PERSONNEL MANAGEMENT
at a hearing of the
CIVIL SERVICE SUBCOMMITTEE
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT
UNITED STATES HOUSE OF REPRESENTATIVES -
ON
FEDERAL EMPLOYEES RETIREMENT SYSTEM OPEN ENROLLMENT PERIOD

NOVEMBER 5, 1897
MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE:

1 AM PLEASED TO APPEAR TODAY TO DISCUSS TIIL LfTECTS A FEDERAL
EMPLOYEES RETIREMENT SYSTEM OPEN ENROLLMENT PERIOD MIGHT
HAVE ON A VARIETY OF FEDERAL HUMAN RESOURCE MANAGEMENT
ISSUES. IN ADDITION, | WOULD LIKF TO COMMENT ON THE
ADMINISTRATIVE IMPACT SUCH AN OPEN ENROLLMENT PERIOD MIGHT
HAVE ON THE OFFICE OF PERSONNEL MANAGEMENT AND FEDERAL
EMPLOYING AGENCIES.

FOLLOWING ENACTMENT OF THE FEDERAL EMPLOYEES RETIREMENT
SYSTEM ACT OF 1986, THE OFFICE OF PERSONNEL MANAGEMENT, IN

-1-
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CONJUNCTION WITH AGENCICS ACROSS THE GOVERNMENT,
IMPLEMENTED AN OPEN ENROLLMENT PERIOD FROM JULY THROUGH
DECEMBER OF 1987. ALL EMPLOYEES IN THE CIVIL SERVICE
RETIREMENT SYSTEM WERE ALLOWED TO JOIN THE NEW SYSTEM, AND
APPROXIMATELY 4 PERCENT OF THOSE WHO WERE ELIGIBLE SWITCHED
TO THE NEW SYSTEM, EVEN THOUGH ESTIMATES OF THE NUMBER WHO
WOULD DO SO RAN AS HIGH AS 40 PERCENT. GENERALLY-SPEAKING,
THOSE WHO HAD COMPLETED 6 YEARS OF CIVILIAN SERVICE UNDER
THE OLD RULES, BEFORE THE ELECTION, BECAME ELIGIBLE FOR A
COMBINED BENEFIT. BENEFITS FOR THE SERVICE BEFORE THE ELECTION
WOULD BE COMPUTED UNDER CIVIL SERVICE RETIREMENT SYSTEM
RULES, AND BENEFITS FOR LATER SERVICE WOULD BE COMPUTED
UNDER FEDERAL EMPLOYEES RETIREMENT SYSTEM RULES. EMPLOYEES
WHO HAD NOT COMPLETED 5 YEARS OF CIVILIAN SERVICE BEFORE THE
ELECTION HAD THEIR ENTIRE BENEFIT COMPUTED UNDER FEDERAL
EMPLOYEES RETIREMENT SYSTEM RULES.

THE RECENTLY CANCELLED FEDERAL EMPLOYEES RETIREMENT SYSTEM
OPEN ENROLLMENT ACT OF 1897 WOULD HAVE ALLOWED FMP! OYFFS
IN THE CiViL SERVICE RETIREMENT SYSTEM, INCLUDING THOSE IN THE

CivilL SERVICE RETIREMENT SYSTEM OFFSET PLAN, A SECOND

.2-
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OPPORTUNITY TO ELECT COVERAGE UNDER THE FEDERAL EMPLOYEES
RETIREMENT SYSTEM. THE OPEN SEASON ENROLLMENT PERIOD WOULD
HAVE RUN FROM JULY THROUGH DECEMBER OF 1998. THE ACT WOULD
HAVE REQUIRED THE OFFICE OF PFRSONNEL MANAGEMENT TO 1SSUE
REGULATIONS GOVERNING THE OPEN ENROLLMENT PERIOD. THE
TREATMENT OF AN ELECTION WOULD BE SIMILAR TO THE TREATMENT
OF ELECTIONS UNDER THE FEDERAL EMPLOYEES RETIREMENT SYSTEM
ACT OF 1888. THE ACT ALSO WOULD HAVE REQUIRED THE
REGULATIONS TO INCLUDE PROVISIONS REQUIRING THAT ELIGIBLE
EMPLOYEES BE PROVIDED WITH NOTICE OF THEIR ELECTION
OPPORTUNITY AND INFORMATION ABOUT THE EFFECT OF AN ELECTION,
INCLUDING A COMPARISON OF BENEFITS.

IN YOUR LETTER OF INVITATION, YOU ASKED A NUMBER OF QUESTIONS
ABOUT THE HUMAN RESDURCE MANAGFMENT CONSEQUENCES THAT
OPM MIGHT ANTICIPATE IF AN OPEN ENROLLMENT PERIOD WERE
AUTHORIZED.

OPM IS AWARE OF THE VARYING ESTIMATES WHICH HAVE BEEN
GENERATED RECENTLY REGARDING THE NUMBER OF EMPLOYEES WHO
MIGHT SWlTC’H DURING SUCH A PERIOD. IN ADDITION, WE ARE

3-
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MINDFUL OF THE PREDICTIONS MADE TEN YEARS AGO WHEN THE LAST
ENROLLMENT PERIOD WAS CONDUCTED. THE PLAIN TRUTH OF THE
MATTER IS THAT NO 6NE CAN KNOW FOR SURE HOW MANY OF THE 1.2
MILLION ELIGIBLE EMPLOYEES MIGHT DECIDE TO CHANGE THEIR
RETIREMENT COVERAGE DURING THE PERIOD CONTEMPLATED. THE
ADMINISTRATION HAS ASSUMED THAT APPROXIMATELY 5 PERCENT OF
THE ELIGIBLE POPULATION WOQULD SWITCH. FIVE PERCENT AMOUNTS
TO ABOUT 60,000 EMPLOYEES. WE BELIEVE THAT & PERCENT IS A
CONSERVATIVE NUMBER GIVEN THAT THERE ARE ROUGHLY 180,000
EMPLOYEES WITH AT LEAST 30 YEARS OF SERVICE, A LARGE NUMBER

OF WHOM WE WOULD REASONABLY EXPECT TO SWITCH DURING
ANOTHER OPEN SEASON.

SOME ANALYSTS EXPECT THAT RETIREMENTS WQULD DECLINE, THUS
MAKING AGENCY EFFORTS TO RESHAPE THE WORKFORCE MORE
DIFFICULT. IT IS LIKELY THAT SOME EMPLOYEES WOULD POSSESS
ELIGIBILITY TO RETIRE AT THE TIME OF THE SWITCH. HOWEVER, THESE
EMPLOYEES WOULD LIKELY DELAY THEIR SEPARATION FOR SOME TIME,
PROBABLY AT LEAST & YEARS. EFFECTIVELY REMOVING THEM FROM
THE POOL OF EMPLOYEES WHO MIGHT OTHERWISE CONSIDER

SEPARATING VOLUNTARILY. THAT GROUP WOULD HAVE INCENTIVES
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TO STAY LONGER THAN THEY MIGHT OTHERWISE HAD THE
ENROLLMENT OPPORTUNITY NOT BEEN AVAILABLE. THIS IS TRUE
BECAUSE THEY WOULD GENERALLY WANT SOME TIME TO BUILD ADDED
VALUE IN THEIR FEDERAL EMPI OYEES RETIREMENT SYSTEM BENEFIT,
PRIMARILY THROUGH PARTICIPATION IN THE THRIFT SAVINGS PLAN, iN
ADDITION, PARTICIPATION IN THE FEDERAL EMPLOYEES RETIREMENT
SYSTEM PROGRAM FOR 6 YEARS WILL OBVIATE THE IMPACT OF THE
PUBLIC PENSION OFFSET ON SPOUSAL SOCIAL SECURITY BENEFITS.

IT IS TRUE THAT NUMBERS OF THIS SIZE WOULD NOT BE LIKELY TO
MATERIALLY AFFECT THE GOVERNMENT'S OVERALL ABILITY TO
;, RESHAPE THE FEDERAL WORKFORCE IN WAYS THAT ARE APPROPRIATE
TO THE GOVERNMENT'S MISSION. NONETHELESS, IN CERTAIN

A SRV

SITUATIONS, THE RESULTS COULD EASILY BE PROBLEMATIC.

e

PREVIQUS STUDIES HAVE INDICATED THAT EMPLOYEES' PERCEPTIONS
REGARDING POSSIBLE BENEAT CHANGES CAN HAVE A POWERFUL
AFFECT ON RETIREMENT DECISIONS. SOME EMPLOYEES WHO PLANNED
TO LEAVE UNDER CURRENT BUYOUT PROGRAMS AVAILABLE IN SOME
AGENCIES MAY HAVE CHANGED THEIRK MINDS WHEN THIS LEGISLATION
PASSED. OTHERS MAY HAVE OPTED 'l.'O DELAY PLANNED SEPARATIONS
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UNTIL THE MATTER 1S FINALLY SETTLED. IN ANY EVENT, THE
EMERGENCE OF THIS ISSUE MAY HAVE DETRIMENTAL IMPACTS ON THE
EFFECTIVENESS OF AGENCY BUYQUT AND EARLY RETIREMENT
PROGRAMS UNDERWAY NOW, AS WELL AS THOSE WHICH MAY OCCUR

OVER THE NEXT SEVERAL YEARS.

WE WOULD GENERALLY NOT ANTICIPATE THAT AN OPEN ENROLLMENT
PERIOD WOULD HAVE ANY SIGNIFICANT IMPACT ON SKILLS MIXES
WITHIN FEDERAL AGENCIES OVERALL, NOR WOULD WE ANTICIPATE ANY
INTOLERABLE CONSEQUENCE ON FEDERAL MANAGERS’ ABILITY TO
ADDRESS THE BROAD SPECTRUM OF HUMAN RESOURCE NEEDS AND
REQUIREMENTS. [IOWCVER, SOME AGENCIES’ UNIQUE WORKFORCE

DEMOGRAPHICS WQULD CERTAINLY POSE SPECIAL CHALLENGES.

YQU ASKED US TO EVALUATE THE LONG-TERM ACTUARIAL EFFECT OF
AN OPEN SEASON ON ‘!‘HE RETIREMENT FUND. SINCE THE NORMAL

COSTS OF THE CIVIL SERVICE RETIREMENT SYSTEM ARE HIGHER THAN
THE NORMAL COST OF THE FEDERAL EMPLOYEES RETIREMENT SYSTEM
BASIC BENEFIT, AND SINCE FEDERAL EMPLOYEES RETIREMENT SYSTEM
BENEFITS ARE FUNDED ON A CURRENT BASIS, THERE WOULD BE SOME

BENEFIT TO THE RETIREMENT FUND FROM TRANSFERS FROM THE CIVit
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SERVICE RETIREMENT SYSTCM TO THE FEDERAL EMPLOYEES
RETIREMENT SYSTEM. WE ESTIMATE THAT TRANSFERS WOULD REDUCE
THE UNFUNDED LIABILITY BY LESS THAN TWO BILLION DOLLARS.

HOWEVER, THAT DOES NOT TAKE INTO ACCOUNT THE ENTIRE COST TO
THE GOVERNMENT UNDER THE FEDERAL EMPLOYEES RETIREMENT
SYSTEM. WHEN THE THRIFT SAVINGS PLAN AND SOCIAL SECURITY
BENEFIT COSTS UNDER THE FEDERAL EMPLOYFFS RETIREMENT SYSTEM
ARE INCLUDED, THE TOTAL COST TO GOVERNMENT IS HIGHER UNDER
THE FEDERAL EMPLOYEES RETIREMENT SYSTEM IN BOTH THE SHORT-
TERM AND LONG-TERM. TAKING INTO ACCOUNT THE REDUCTION IN
RETIREMENT FUND LIABILITIES, OUR ESTIMATE IS THAT FEDERAL
EMPLOYEES RETIREMENT SYSTEM OPEN SEASON ELECTIONS WOULD
RESULT N NET COSTS TC THE GOVERNMENT OF ABOUT A BILLION

DOLLARS.

{N OUR OPINION, A FEDERAL EMPLOYEES RETIREMENT SYSTEM OPEN
SEASON WOULD NOT HAVE A SUBSTANTIAL EFFECT ON THE RANGE OF
BENEFITS AVAILABLE TO FEDERAL EMPLOYEES WHO MAY CONSIDER
SWITCHING, AND TO THEIR DEPENDENTS. WE NOTE THAT EMPLOYEES

WHO ARE CURRENTLY AT THE MAXIMUM CIVIL SERVICE RETIREMENT
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SYSTEM BENEFIT LEVEL (80%) WOULD INCREASE FUTURE RETIREMENT
BENEFITS IF THEY TOOK ADVANTAGE OF AN OPPORTUNITY TO SWITCH
TO THE FEDERAL EMPLOYEES RETIREMENT SYSTEM. HOWEVER, THE
REL ATIONSHIP BETWEEN THE CIVIL SERVICE RETIREMENT SYSTEM,
FEDERAL EMPLOYEES RETIREMENT SYSTEM AND SOCIAL SECURITY
BENEFIT STRUCTURES WILL AFFECT INDIVIDUALS DIFFERENTLY BASED
UPON THEIR PERSONAL CIRCUMSTANCES.

FOR EXAMPLE, THE PUBLIC PENSION OFFSET APPLIES TO THE SOCIAL
SECURITY BENEFIT A FEDERAL EMPLOYEE MAY RECEIVE AS A SPOUSE,
WIDOW, OR WIDOWER. IT DOES NOT APPLY TO THE SOCIAL SECURITY
BENEFIT BASED ON THE EMPLOYEE’S OWN WORK HISTORY. THE PUBLIC
PENSION OFFSET CAN AFFECT FEDERAL EMPLOYEES WHO QUALIFY FOR
BOTH A FEDERAL RETIREMENT BENEFIT AND A SOCIAL SECURITY
BFNEFIT BASED ON A SPOUSE'S ELIGIBILITY FOR SOCIAL SECURITY.
EMPLOYEES WHO ELECT THE FEDERAL EMPLOYLLS RETIREMENT
SYSTEM AFTER DECEMBER OF 1887 MAY AVOID THE PUBLIC PENSION
OFFSET IF THEY HAVE AT LEAST § YEARS OF SERVICE UNDER THE
FEDERAL EMPLOYEES RETIREMENT SYSTEM. THEREFORE, EMPLOYEES
WHO BEUEVE THAT THEY WILL BE AFFECTED BY THE PUBLIC PENSION
OFFSET MAY FIND THE FEDERAL EMPLbYEES RETIREMENT SYSTEM TO

-8.
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BE THE MORE ATTRACTIVE RETIREMENT PLAN IF THEY PLAN TO WORK

AT LEAST 6 YEARS UNDER THAT SYSTEM.

ANOTHER AREA OF CONCERN TO EMPLOYEES IS THE SOCIAL SECURITY
WINDFALL EUMINATION PROVISION WHICH APPLIES TO EMPLOYEES
WHO RECEIVE A RETIREMENT BENEFIT THAT IS BASED WHOLLY OR
PARTIALLY ON SERVICE EXCLUDED FROM SOCIAL SECURITY COVERAGE
AND WHOQ ALSO HAVE ENOUGH SOCIAL SECURITY-COVERED SERVICE
TO QUALIFY FOR A SOCIAL SECURITY BENEFIT. THE WINDFALL
ELIMINATION PROVISION IS IN THE LAW BECAUSE THE LIFETIME
AVERAGE EARNINGS UPON WHICH SOCIAL SECURITY BENEFITS ARE
BASED IS ARTIFICIALLY LOW FOR RETIRED PUBLIC EMPLOYEES WITH
EARNINGS NOT COVERED BY SOCIAL SECURITY,

A CIVIL. SERVICE RETIREMENT SYSTEM OFFSET EMPLOYEE IS ALREADY
SUBJECT TO SOCIAL SECURITY AND AN ELECTION OF THE FEDERAL
EMPLOYEES RETIREMENT SYSTEM WOULD HAVE NO ADDITIONAL
EFFECT ON THE SOCIAL SECURITY BENEFIT. HOWEVER, A CiVIL SERVICE
RETIREMENT SYSTEM EMPLOYEE WITH SOCIAL SECURITY ELIGIBILITY
BASED ON NON-FEDERAL SERVICE MAY BE ABLE TO REDUCE OR AVOID
THE EFFECT THE WINDFALL ELIMINATION PROVISION WOULD HAVE ON
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HIS OR HER FUTURE SOCIAL SECURITY BENEFIT BY ELECTING THE
FEDERAL EMPLOYEES RETIREMENT SYSTEM.

IMPLEMENTATION OF AN OPEN ENROLLMENT PERIOD WOULD HAVE
REQUIRED THE OFFICE OF PERSONNEL MANAGEMENT TO UNDERTAKE A
SIGNIFICANT EFFORT SIMILAR TO THE ONE UNDERTAKEN IN 1987. IN
ADDITION TO THE TASK OF INTERPRETING THE NEW LAW AND ISSUING
A LARGE NUMBER OF IMPLEMENTING REGULATIONS FOR AN ENTIRE
NEW RETIREMENT SYSTEM, THE OFFICE OF PERSONNEL MANAQGEMENT
PERFORMED A VARIETY OF TASKS AIMED AT ENSURING THAT THE
ELIGIBLE WORK FORCE HAD AVAILABLE THE TOOLS NEEDED TO MAKE
AN INFORMED ELECTION. THE OFFICE’S FEDERAL EMPLOYEES
RETIREMENT SYSTEM TASK FORCE CREATED A 124-PAGL |RANSFER
HANDBOOK--A GUIDE TO MAKING YOUR DECISION, WHICH WAS
DISTRIBUTED TO OVER 2 MILLION EMPLOYEES THROUGH THEIR
EMPLOYING AGENCIES. THE TASK FORCE ALSO CREATED A TRAINING
COURSE AND MANUAL TO TRAIN THE TRAINERS WHO WOULD INSTRUCT
PERSONNEL IN EACH FEDERAL AGENCY ON HOW TO COUNSEL
EMPLOYEES WHO NEEDED ASSISTANCE IN MAKING THEIR DECISION. IN
ADDITION, THE TASK FORCE PRODUCED A VIDEO AIMED AT HELPING
EMPLOYEES GET A CONCISE VIEW OF THE NEW THREE-TIERED

-10-
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RETIREMENT SYSTEM, AND A COMPUTER DiSK THAT ALLOWED ELIGIBLE
EMPLOYEES TO MAKE INDIVIDUALIZED ESTIMATES OF THEIR BENEHI IS
UNDER THE OLD AND NEW SYSTEMS, INCLUDING THRIFT SAVINGS PLAN
AND SOCIAL SECURITY BENEFIT ESTIMATES.

N THE EVENT OF A NEW OPEN ENROLLMENT PERIOD, THE OFFICE OF
PERSONNEL MANAGEMENT WOULD UNDERTAKE A SIMILAR
IMPLEMENTATION EFFORT. OUR TRANSFFR HANDBOOK, WHICH IS STILL
USED FOR EMPLOYEES WHO HAVE A 6-MONTH ELECTION OPPORTUNITY
FOLLOWING A BREAK IN SERVICE, IS UP-TO-DATE. WE WOULD EXPECT
TO PRODUCE A NEW VIDEO AND A NEW VERSION OF THE COMPUTER
DISK USING UPDATED TECHNOLOGY. WE WOULD ALSO DEVELOP
APPROPRIATE MATERIAL FOR INTERNET APPLICATION. BOTH OUR
WRITTEN AND ELECTRONIC TOOLS WOULD MAKE USE OF INFORMATION
ABOUT THE THRIFT SAVINGS PLAN AND SOCIAL SECURITY BENEFITS
THAT AN EMPLOYEE COULD EXPECT UNDER VARYING SCENARIOS,
INCLUDING THE EFFECT THAT AN ELECTION OF FEDERAL EMPLOYEES
RETIREMENT SYSTEM COVERAGE WOULD HAVE ON SOCIAL SECURITY
BENEFITS DUE TO THE WINDFALIL. ELIMINATION AND THE PUBLIC

PENSION OFFSET PROVISIONS OF THE SOCIAL SECURITY ACT.
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THE OFFICE OF PERSONNEL MANAGEMENT WOULD ALSO LEAD
EMPLOYING AGENCIES IN THE SIGNIFICANT TASK OF ENSURING THAT
ALL ELIGIBLE EMPLOYEES—-ABOUT 1.2 MILLION PEOPLE--ARE NOTIFIED OF
THE ELECTION OPPORTUNITY, THAT THEY RECEIVE BENEFIT
COMPARISONS, AND THAT THEIR QUESTIONS RECEIVE FULL AND
CORRECT ANSWERS. AS THE SUBCOMMITTEE KNOWS, RETIREMENT
COVERAGE ERRORS THAT OCCURRED FROM 1984 THROUGH 1986
SOMETIMES WENT UNDETECTED IN THE 1987 OPEN ENROLLMENT
PERIOD, AND WE HAVE PROPOSED A METHOD OF REMEDYING THOSE
AND OTHER RETIREMENT COVERAGE ERROR CASES. WE WOULD 1O
OUR UTMOST, BY OUTREACH AND INFORMATION EFFORTS THROUGH
EMPLOYING AGENCIES, TO MINIMIZE SUCH ERRORS DURING ANY
FUTURE OPEN ENROLLMENT PERIOD.

FINALLY, 1 BELIEVE IT BEARS REPEATING THAT AN INDIVIDUAL'S
ELECTION OF A RETIREMENT PLAN DEPENDS NOT ONLY ON A FINANCIAL
EVALUATION OF HIS OR HER SITUATION, BUT ON THE PERSON’S GLOBAL
OUTLOOK ABOUT THE FUTURE, INVOLVING A PERSONAL APPRAISAL OF
CIRCUMSTANCES SUCH AS THE EVOLUTION OF FAMILY NEEDS AND
LIFE-STYLE EXPECTATIONS. OUR AIM IN IMPLEMENTING AN OPEN

ENROLLMENT PERIOD WOULD BE TO ENSURE THAT EVEHY EMPLOYEE
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ELIGIBLE TO MAKE AN ELECTION IS GIVEN FULL INFORMATION ABOUT
THE RETIREMEN1 SYSTEMS IN PLENTY OF TIME TO MAKE A CONSIDERED

JUDGMENT.

IN CONCLUSION, MR. CHAIRMAN, ! THANK YOU FOR INVITING THE

OFFICE OF PERSONNEL MANAGEMENT TO TESTIFY ON THIS MATTER. |
WILL BE GLAD TO ANSWER ANY QUESTIONS YOU MAY HAVE.
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Mr. Mica. We will hear now from GAO, Mr. Brostek. You are
recognized, sir.

STATEMENT OF MICHAEL BROSTEK, ASSOCIATE DIRECTOR,
FEDERAL WORKFORCE AND MANAGEMENT ISSUES, GEN-
ERAL ACCOUNTING OFFICE

Mr. BROSTEK. Good morning, Mr. Chairman and members of the
committee. I am pleased to be here today to discuss factors associ-
ated with predicting——

Mr. Mica. Could you pull that mic up? There is going to be a
vote, but we will try to do Mr. Brostek, and then we will recess.
We will go ahead and hear from you. There will be the swearing
in and a rule vote after that. We will come back to Mr. Van de
Water. We will probably recess the hearing until about 20 to 25
after the hour and then come back and finish yours Mr. Van de
Water and do questions.

Mr. Brostek, you go ahead.

Mr. BROSTEK. I think this one is working.

Good morning, Mr. Chairman, and members of the subcommit-
tee. I am pleased to be here today to discuss factors associated with
predicting who might take advantage of a FERS open season, the
amount by which agencies’ retirement costs could increase if var-
ious portions of CSRS employees did transfer, and whether agen-
cies would face difficulties in coping with the increased costs.

I will summarize my testimony and ask that the full text be in-
serted in the record.

Mr. Mica. Without objection it will be made part of the record.

Mr. BROSTEK. Turning first to the difficulty of predicting how
many employees might transfer, we looked at the experience of the
1987 open season. About 4 percent of eligible employees transferred
compared to an estimate of up to 40 percent who would transfer.
We found that employees had both economic and noneconomic rea-
sons for their decisions. These included difficulties understanding
FERS, concern that they could not afford to make Thrift Savings
Plan contributions, belief that CSRS provided greater benefits than
FERS for career employees, and distrust of such things as the via-
bilifi¥ of the Social Security system and the future stability of FERS
itself.

With more than a decade of experience since the initial open sea-
son, some of these reservations about joining FERS may be less rel-
evant. For instance, employees are now likely to have a greater un-
derstanding of FERS and have experience with the stability of that
system. Currently, a complex mix of economic and noneconomic fac-
tors are likely to affect employees’ decisions about whether to
transfer. For example, one factor that might motivate employees to
transfer is the opportunity to participate more fully in the Thrift
Savings Plan. Thrift Savings Plan participation rates have risen
steadily among all workers with Thrift Savings Plan participation
rates now approaching 50 percent for the lowest-paid employees
and nearly 100 percent among the highest paid employees. Many
CSRS employees are making the maximum contribution that they
are allowed.

Some CSRS participants might also be attracted to FERS to es-
cape the Government pension offset for spousal benefits under So-


























































































































































































































































































